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A team of International Monetary Fund (IMF) economic analysts gave the Honduran economy
passing marks following a visit to the country in mid-August. The purpose of the visit was to gather
economic data and assess progress the country has made toward improving its macroeconomic
picture since President Carlos Roberto Reina introduced his economic adjustment plan last
November. Despite the positive outcome of the IMF visit, weak spots in the economy could threaten
negotiations with bilateral creditors that will take place toward the end of the year. With the support
of the IMF, Honduras plans to ask for debt relief from the creditor nations belonging to the Club of
Paris, to whom it owes US$1.1 billion.
Still pending is the IMF mission's second visit in September when it will hold talks with economic
cabinet ministers on the direction the economy is taking. The outcome of the talks will be crucial
for the administration's efforts to keep its economic adjustment program on track and thus ensure
access to future loans from the World Bank and other multilateral lenders who condition their loans
on IMF endorsements. Honduras is in the second phase of a structural adjustment program, the first
phase of which began in 1990 under Reina's predecessor, Rafael Callejas (1990-1994) [see NotiSur,
05/26/94]. By the end of 1994, many of the economic gains made during the first phase had been
wiped out, in large part because of a 1.5% negative growth rate, continued high inflation of 28%, and
a fiscal deficit that, despite improvement, was still at an unacceptable level of 7.5% of GDP.
The Reina administration began the second phase in November 1994 with a US$500 million loan
from the World Bank and the IMF. In January 1995, the administration signed a letter of intent
with the IMF, agreeing to move toward specific macroeconomic goals during the period 1995-1997.
Among the most important of these targets is an annual growth rate of 4.5%, a drastic reduction
of the fiscal deficit to 1.5% of GDP by 1997, a reduction in the inflation rate to 5% by 1997, and the
long-delayed sale of the government-owned telephone system HONDUTEL (see NotiSur, 05/26/94).
Since the initiation of phase two, Honduras has received fresh loans from the Inter-American
Development Bank (IDB) and the World Bank for a total of US$220 million. These loans are part of a
package of US$700 million authorized by the multilateral lending agencies for disbursement during
the 1995-1997 period.
The loans are earmarked for government modernization projects, which, among other things,
require government budget reduction through cutbacks in the public payroll. Just prior to the IMF
visit, the administration launched its program for government modernization, hoping to improve
the chances of receiving IMF approval of the economy's progress to date. The program (Programa
de Reforma de la Administracion Publica, PRAP) calls for the closing of five government agencies,
the transfer of various government functions to the private sector, a rationalization of government
financial operations, and the layoff of approximately 10% of the country's 70,000 public workers over
the next two years. The government estimates the savings from these measures at US$83 million
per year. Although the IMF mission made no public report of its findings, economic officials in
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the administration expected to get IMF support in negotiating debt reduction with the Club of
Paris because, they said, most of the conditions set by the IMF in January are being met. The major
exception in their positive outlook is the high rate of inflation. The target rate for the year is 12%, but
by the end of the first semester, accumulated inflation reached 15.8%.
Some private economists say annual inflation is likely to go as high as 30% by the end of the year.
Still, other major macroeconomic indexes, according to cabinet officials, are on target. Central Bank
president Hugo Pino said the fiscal deficit during the first semester of the year was zero, though
with year-end budget pressures, he expects the figure to come close to the target for the year of
4% of GDP. The fiscal position is bolstered also by healthy dollar reserves, which climbed from
negative numbers last year to US$60 million so far in 1995. Tax receipts in the first semester were
also healthy, exceeding the administration's goal of US$338 million by US$22 million.
Despite some success in the current efforts at economic restructuring and in the new government
modernization program, economic officials believe that reducing the external debt is the most
crucial factor if IMF requirements are to be met by 1997. The external debt stands at US$4.041 billion
according to a report by the Banco Central de Honduras (central bank). According to Treasury vice
minister Gabriela Nunez, 58% of the debt is owed to multilateral institutions, such as the World
Bank and the Bank for International Development, and 38% is bilateral debt including the US$1.1
billion owed to the Club of Paris. The major bilateral creditors are Japan, Germany, Italy and Spain.
The remaining 4% is private debt.
In 1994, the cost of debt service was US$391 million but it climbed to US$460 million in 1995. This
is equal to approximately one half of the export earnings projected for 1995. "Honduras would like
to get either US$700 million of the debt forgiven or else a partial restructuring that would relieve
some of the pressure caused by the service on the external debt," said Nunez. A major component
of the public portion of the external debt comes from the government-owned companies, principally
the electric company (Empresa Nacional de Energia Electrica, ENNE), which has outstanding
obligations of nearly US$1 billion, and HONDUTEL, whose debt is about US$90 million.
Nunez said that the financial crisis in the ENNE could be a negative factor in the discussions the
IMF will have with the economic ministers next month because of the heavy drain it causes on
foreign reserves and its negative effect on the balance of payments. Treasury Minister Juan Ferrara
warned that the "financial disaster" in the government-owned businesses could wreck chances of
winning debt reduction agreements. [Sources: Inforpress Centroamericana (Guatemala), 07/27/95;
Reuter, 08/14/95; Notimex, 08/13/95/ 08/14/95, 08/15/95, 08/16/95; Inter Press Service, 08/21/95;
Agence France-Presse, 08/21/95, 08/24/95]
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